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CHAPTER I 



Introduction 

1. Our terms of reference directed us “to keep under review changes in 
prices and productivity and the level o£ incomes ” while “ having regard to 
the desirahility of full employment and increasing standards of iife based 
on expanding production and reasonable stability of prices 

2. In our first report, dated 17th February, 1958, we concentrated our 
attention on the exceptional price rise since 1946, wltich we attributed it 
the main to the very high level of demand which prevailed during almosi 
the whole period. We expressed our support for the measures adopted by 
Her Majesty’s Government in September, 1957, to protect the reserves and 
improve the internal value of the pound. We pointed out that restrictive 
measures of this kind must be expected to increase somewhat the volume 
of unemployment and check the growth of production. None the less a 
high level of employment and growth of production must remain objectives 
of economic policy and the structure of this report has been arranged with 
a view to discussing how far, consistently with reasonable stability of prices, 
these objectives can be attained. 

3. In Chapter II we bring our “ Facts and Figures ” up to date and in 
Chapter III we state certain conclusions which we draw from these facts 
and figures. In Chapter IV we consider the short-term prospects for prices, 
production and the balance of payments, the ways in which a re-expansion 
of demand might be stimulated and the possible consequences of doing so. 
In Chapter V we examine some of the questions which are likely to arise 
in attempting the reconciliation of high employment with stable prices over 
a period of some years ahead. Chapter VI contains a summary of 
Chapters II to V. 

4. On this occasion, as in the preparation of our first report, we have 
not thought it advisable to hold public sessions or require written submissions 
from those we invited to discuss our problems with us. We have again had 
the advantage of discussions with representatives of the Treasury, the 
Ministry of Labour, the Board of Trade, the Ministry of Pensions and 
National Insurance, the Bank of England, the Committee of London Clearing 
Bankers, the Association of British Chambers of Commerce, the British 
Employers’ Confederation, the Federation of British Industries, and the 
National Union of Manufacturers. 

5. We invited the Trades Union Congress again to discuss our problems 
with us, but to our regret they did not see their way to accept our invitation. 

6 . We must again make it clear that the conclusions we have expressed in 
the subsequent chapters of this report are entirely our own and no respon- 
sibility therefor can properly be attributed to any of those who have assisted 
us. 

7. We cannot conclude this portion of our second report without expressing 
our gratitude to our Secretary and his assistants for their invaluable help. 
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Chapter II 
Facts and Figures 
PRICES 



Introduction 

8. The first Report of the Council took the view that the rise in prices 
should be stopped. In this Second Report, therefore, the first question of 
fact to be examined is whether or not this rise has been stopped, or is likely 
to stop soon. 

9. There are some difficulties in giving a categorical answer to this question. 
There is not just one measure of prices, but a number — for consumer goods, 
investment goods, exports and so on. Further, prices can be measured at 
different stages of the process of production and distribution: and any 
tendency for prices to stop rising or to fall is likely to show up earlier in 
some price figures than in others ; for instance, if steel prices are reduced 
(as they have been), the wholesale price index number of manufactured 
goods will fall straight away, since it includes quotations for steel sheet, 
tinplate and so on ; but it will be some time before there is any effect on 
the price in the shops of consumer goods made from steel. 

10. In fact, since the beginning of the year, while some measures of prices 
have continued to rise, others have fallen slightly. 



Retail Prices and Consumer Prices 



11. As Chart 1 shows, neither of these two measures shows any appreciable 
levelling-off as yet. The consumer prices index* is only available up to the 
first quarter of 1958 ; the index of retail prices to the end of June.t 



' 


1957 

4th 

Quarter 


1958 


1st 

Quarter 


April 
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June 


Retail prices index (Jan., 1956 = 100) ... 

Per cent increase on year earlier 

Consumer prices index, per cent increase on 
year earlier 


107-7 

4-5 

3-7 


108-0 

3-6 

3-6 


109-6 

4-9 

n 


109-2 

4-4 

ot availa! 


110-2 

4-3 

le 



12. But, on closer examination, the position is not as discouraging as it 
appears at first sight. If the rise in retail prices since October is looked at 
sector by sector it becomes clear that most of the rise since then is explained 



by food prices. 

13. The table below (and Chart 2) takes six main sectors of the index : 
it shows, in the first two columns, how much each of the sectors rose in the 



•As Anoendix III to the First Report explains, this does not, like the retail prices index, 
take a fiSl collection of consumer goods, and price that collection in successive periods, 
it takes all the goods bought by consumers in any period, and compares their cost with what 
tU sTme collection of goods would have cost in the base year The consumer prices index, 

therefore, is liable to be distorted by changes in the pattern of consumption. 

t The July figure, issued since this report went to the printer, is 108-5, an increase of 1 ■ 8 
per cent on a year earlier. 
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* For food, drink and tobacco; plotted quarterly. 
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eight months before and the eight months after October, 1957. But, of 
course, a 1 per cent rise in the price of food will raise the index much more 
■than a 1 per cent rise in the price of fuel and light, since food has a muoh 
bigger importance in the index (and in the family budget). In the second 
pair of columns, therefore, the toble shows, for the same two periods, how 
much each item contributed to the rise in the total retail prices index. 





(1) 

The rise or fall in prices 
in each sector 
(per cent) 


(2) 

The contributions to the 
total rise in prices (making 
the total rise = 100) 


Feb., 1957 
to 

Oct., 1957 


Oct., 1957 
to 

June, 1958 


Feb., 1957 
to 

Oct., 1957 


Oct., 1957 
to 

June, 1958 


Food 


+ 1-2 


+ 5-9 


15 


69 


Manufactured goods* 


+ 1-7 


+0-2 


14 


2 


Drink and tobacco 


+2'7 


0 


15 


0 


Services t 


+4-2 


+ M 


21 


5 


Housing 


+8-5 


+7-1 


28 


23 


Fuel and light 


+3-4 


+0-5 


7 


1 


All Items 


+2-7 


+2-9 


100 


100 



* Durable goods, clothing and footwear, and miscellaneous manufactured goods, 
t Including transport and vehicles. 
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14. The table shows that in the eight months before October there were 
fairly general rises in prices, with all six sectors making a significant contri- 
bution to the total rise. In the eight months after October, one sector — 
food — explains 69 per cent of the increase in prices, and another sector — 
housing — explains 23 per cent. 

15. The same point can be put another way by saying that, of the 2’9 per 
cent increase in retail prices from October last year to June this year, food 
accounts for 2-0 per cent, and housing for 0'7 per cent. All ,the rest only 
raised toe index by 0 2 per cent. 

16. There is good reason ito hope that this rise in food prices, which 
accounts for so much of the total rise in prices in the last 8 months, is 
largely a seasonal one. As Chart 1 shows, both last year and toe year 
before there was a seasonal upswing in food prices in toe first half of the 
year — though the peak does not occur in the same month each year. This 
year there was, in addition, a shortage of potatoes in the spring. It is 
clearly not food import prices which have raised the price of food in the 
shops, since, although they rose a little in toe second quarter (see Chart 1) 
they are still substantially lower than a year earlier ; the cost of imported 
food at the ports accounts for about one quarter of consumers’ total spending 
on food. All the evidence suggests, therefore, that toe rise in food prices up to 
June is explained by seasonal and special factors, and that food prices may 
reasonably be expected to fall in toe second half of the year. 

Other measures of prices 

17. The indices of retail prices and of consumer prices only cover the 
prices of consumer goods; and these make up only about half of the total 
of the country’s final output. The rest consists of investment goods, goods 
produced for Government currenit consumption, and exports. 

18. For two of these there are some price measures available for 1958. 
(See Chart 1.) The price index for investment goods’* was the same in the 
first quarter of 1958 as in the fast quarter of 1957 ; but no conclusions can 
safely be drawn from one quarter’s figures. For exports, however, there 
is definite evidence of a levelling-ofi in prices. The export prices index — 
for exports of goods only, excluding services — is now no higher than a year 
ago, and nearly 2 per cent below its peak in August and September of 
last year. For exports of manufactures only, however, there is only a 
levelling-off and no fall. 
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(1st Qtr. 1956 = 100) 
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All exports 


100 


102 


105 


107 


106 


105 


105 


Ejqjorts of manufactured goods. . . 


100 


102 


103 


105 


106 


106 


106 



. 19. There is another price measure which shows some decline; the whole- 
sale price index of manufactured goods, other than fuel, food and tobacco. 
(See Chart 1.) This covers manufactured goods of all kinds at the wholesale 
stage, and so includes part of all four kinds of spending — consumption, 
investment. Government spending, and exports. 

* This, like the consumer prices index, is affected by changes in the composition of invest- 
ment, as well as by price changes. 

5 

31303 A 4 



Printed image digitised by the University of Southampton Library Digitisation Unit 



20. This measure has usuaJIy risen more slowly than the retail prices 
index : comparing 1957 with 1949, it rose 40 per cent, while retail prices 
rose 46 per cent. But it had risen every quarter from the beginning of 
1954 to the end of 1957. Since the end of 1957, it has levelled off, and 
indeed shows a very slight fall. So, whereas from June, 1956, to June, 1957, 
it rose 3 per cent, from June, 1957 to June, 1958, it has only risen 1 per cent. 





1956 


1957 


1958 


(IstQtr. 1956 = 100) 


1st 

half 


2nd 

half 


1st 

half 


3rd 

Qtr. 


4th 

Qtr. 


1st 

Qtr. 


2nd 

Qtr. 


Wholesale price index of manu- 
factured goods* 


100-5 


101*8 


103-5 


104-8 


105-6 


105-5 


105-2 



* Excluding fuel, food and tobacco. 



21. The levelling-ofl in this measure of prices has presumably been 
helped by the much more substantial fall in the prices of the basic materials 
which manufacturing industry uses. The price index of basic materials 
(excluding fuel) used in non-food manufacturing industry — ^which is, in 
effect, almost entirely a price index of imported raw materials — stood in 
the second quarter of this year 12 per cent below the average figure in 1956. 
(See Chart 1.) 





1956 


1957 


1958 


(1st Qtr. 1956 = 100) 


1st 

half 


2nd 

half 


1st 

half 


3rd 

Qtr. 


4th 

Qtr. 


1st 

Qtr. 


2nd 

Qtr. 


Basic materials used in non-food 
manufacturing industry* 


100-1 


101-4 


102-7 


99-0 


94-4 


90-5 


88-7 



* Excluding fuel. 



22. Imported materials account for something like one-fifth of the 
ex-works cost of finished manufactures. Thus this 12 per cent fall should 
— other things being equal — exert a downward pressure of something like 
2J per cent on the price index of manufactured goods. There is a time-lag, 
of course ; and it is reasonable to assume that some of the benefit from 
lower raw material prices is still to come. 

Summary 

23. In spite of the continued rise in the retail prices index up to June, 
there are hopeful signs for the future — in the stability of a number of the 
sectors of the index ; in the expected seasonal downturn in food prices ; 
in the fall in export prices and in the levelling-oft of the wholesale price of 
manufactured goods ; and in the sharp fall in the price of raw materials, 
from which some benefit should still be to come. 

INCOMES 

1957 Figures 

24. The First Report appeared before figures for incomes in 1957 were 
published ; these are now available* *. For profit incomes, there are as yet 
no figures for depreciation, either on a historical cost or a replacement 
cost basis ; the profits figures below, therefore, have to be given gross — 

before depreciation is deducted. 

* Economic Trends, July, 1958. 
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25. The 1957 figures show that, in that year, the tendency for incomes to 
rise too fast continued. Company profits in 1957 rose slightly faster than 
wages and salaries ; in most postwar years it has been the other way round. 
In any comparison of the movement of profit incomes with the movement 
of incomes from employment, it must not be forgotten that the stock of 
capital in the country, throughout the post-war period, has been rising faster 
than the number of persons employed. 





Average 
yearly increase 
1948-57 
Per cent 


Increase 
1956-57 
Per cent 


Relative 
sizef in 1957 
(out of 100) 


Income from employment 


-I7i 


+ 6 


61 


Gross profit income 


+6 


4-6 










100 


of which 






— 


(i) gross company profits* 


4-7 


+n 


17 


(ii) surpluses of public corporations 








and enterprises* 


+Si 


+ 1 


2 


(iii) incomes from self-employment and 








rent 


+ 5 


+ 5 


14 








33 








— 



* Figures are affected by successive acts of nationalisation and denationalisation, 
t Expressed as a share of the gross domestic product (including “ stock appreciation 
i This is the share of gross profit income in the total of the gross domestic product. Figures 
net of depreciation — which give a better measure of the relative importance of profits — 
are available for 1956 but not 1957. In 1956, profit income net of depreciation at replace- 
ment cost was about a quarter of the total of the net domestic product. For a discussion 
of the importance of profit in the company sector only, on different definitions of depreda- 
tion, see Appendix. 
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1958 Figures 

26. For 1958, comprehensive figures for incomes exist only for the first 
quarter of the year. This table shows the peroentage increase on a year 
earlier for each quarter of 1957 and for the first quarter of 1958. 



Per cent change on a year earlier 




1957 




1958 


1st 

Qtr. 


2nd 

Qtr. 


3rd 

Qtr. 


4th 

Qtr. 


1st 

Qtr. 


Income from employment 


+ 


+ Si 


+ 6^^ 


+ 6 


-f 6i 


Gross profit income 


+ 4i 


+ 5 


-1- 9 


-f- 5 


+ 2i 


of which 








(i) gross company profits* 


+ 3i 


+ 8 


H-13i 


+ 5 


~ 1 


(ii) surpluses of public corporations and 








enterprises* 


+ I8i 


_ 7 


- 


_ 4 


- 4 


(iii) incomes from self-employment and 








rent 


-i 3 


H- 4 


-b 5i 


+ 6i 


+ 8 



* Figures are affected by the progressive denationalisation of the iron and steel industry. 
Company profits in 1958 



27. The quarterly figures for the change in company profits in the table 
above are talcen from a new series obtained from a sample of companies 
by Inland Revenue.* They are more up-to-date than figures for profits 
reported in company statements, which are for accounting years (not quarters) 
ending some three to six months earlier. 

28. In the first quarter of this year, the mew figures show company profits 
as lower than a year ago. This is a figure for one quarter only, it is true, 
and it is liable to ibe revised ; but it does give tentative support to the 
Council’s argument, :in their First Report, that restrictions on demand were 
likely to cut into profits more than into wages and salaries. 

Wages and salaries in 1958 

29. The first quarter figure for incomes from employment — ^almost entirely 
wages and salaries — showed as big a rise as that of a year earlier. This is 
a result, of course, of wage and salary increases granted in 1957. not 1958. 
For evidence of the size of wage increases granted this year, other figures 
have to be used. 

30. First, there are figures of the number of organised manual workers 
affected by increases in rates of wages, and the size of the increase in the 
weekly wage bill resulting from those mcreases. (These figures include 
those workers who are given wage increases under sliding-scale agreements 
linked to the cost of living). In the first half of this year, nearly 4-1 million 
workers had been given increasies. which added nearly £1-2 million to the 
weekly wage bill. This works out at a weekly wage-rate increase per 
worker of 5s. 8d. In ,the firsit half of last year, just over 9'4 million, 
workers were given wage increases, adding about £3-8 million to’ the weekly 
wage bill : 8s. Id. per worker. 

31. Another relevant figure is this: taking the wage settlements negotiated 
m the first seven months of -the year for those groups of workers who have 
no sliding-scale agreements linked to. the cost of living, the weighted average 
increase in wage-rates given was 3-6 -per cent. (The mcreases are weighted 

* See Economic Trends, July, 1958, p, xvii, for a description of the series. 
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WAGE INCREASES 



4 . 



cmo) 

Isc half 

1957 

1st half 

[958 



(SHILLINGS) 
1st half 

1957 

1st half 

1958 



Number of people given wage increases: 




Increase In weekly wage-rate, per head 




In the first half 
of this year, only 
half as many 
workers received 
wage increases as 
in the first half 
of last year; 
and the size of the 
increase has been 
smaller. 



by the number of workers involved in each 'settlement, and the figures 
include a few wage settlements in which no increase was given.) This 
3-6 per cent can be very roughly compared, for order of size, with the 
rise in the wage rates index of 5 per cent in 1957 and 8 per cent in 1956. 



32. It is clear, therefore, that fewer increases have been granted so far 
this year, and that those which have been gran ted; .have been smaller. The 
wage rates index fits in with this picture: 





1957 


1958 




4th Qtr. 


1st Qtr. 


April 


May 


June 


Index of weekly wage-rates (Jan., 
1956- 1(M)) 


112-0 


112-5 


112-7 


112-9 


113-4 


Per cent change on a year earlier 


5-4 


5-2 


4-3 


2-1 


2-4 



33. Whereas in 'the first quarter the index was running 5 per cent above 
a year earlier, by June it was running only 2J per cent higher. But it 
must not be forgotten that this figure is affected by the fact that the claims 
of some large groups of workers who received a wage increase before the 
end of June last year bad mot been finally dealt with before the end of 
June this year. 

34. In mO'St post-war years, earnings have risen much faster than wage- 
rates, 'because of 'bonuses, overtime, etc. In -both 1956 and 1957, however, 
there is little difference between the rise in wage-rates and the rise in earnings. 
The figures below are 'based on the earnings enquiries taken in October each 
year, and 'the wage rates index used here is one specially calculated to 
cover only those industries included m 'the earnings surveys. 
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Oct., 1947 to 


Oct., 1955 to 


Oct., 1956 to 


(Per cent increase) 


Oct., 1955 
Yearly average 


Oct., 1956 


Oct., 1957 


Average weekly earnings . . . 


+ 7-1 


+ 7*2 


+ 5-8 


Index of wage rates 


+ 5-5 


-1- 7-5 


+ 5-5 



The figures are for workers in manufacturing and some other industries. 



35. There are as yet mo earnings figures for April, 1958 ; but. in view of 
the fall in overtime and rise in short-time since a year ago (for which 
figures are given in paragraph 50) it will be surprising if earnings this year 
rise faster than wage-rates. 

Other incomes in 1958 

36. Incomes from self-employment and rent, together, rose comparatively 
fast m the first quarter of 1958 ; separate figures are not available, but it is 
reasonable to guess that increases in rents explain this relatively fast rise. 
This group of incomes is a comparatively small part of the total (14 per 
cent) ; and in the post-war years generally, it has risen more slowly than 
the other income groups (5 per cent a year, against 7| per cent, for instance, 
for incomes from employment). 

Summary 

37. The figures for company profits in the first quarter of 1958, the figures 
of wage increases granted so far, and the index of weekly, wage-rates, all 
suggest ithat this year the rise in incomes is likely to be more moderate than 
in 1956 or 1957. 



PRODUCTION AND EMPLOYMENT 

Production 

38. The Council’s First Report recognised that the measures taken to 
damp down demand were likely, for a time at least, to check the rise in pro- 
duction. Production, however measured, has in fact not risen significantly 
for some time. 

39. The two main measures of the country’s production are, first, the 
figures of total national output (or the real national product) ; these attempt 
to estimate the real increase in output of all kinds — of services as well as 
goods ; and, secondly, the figures for industrial production only, covering 
about half the country’s total output.’" 

40. Neither of these measures has moved much recently. Total national 
output rose a little in both 1956 and 1957, and in the first quarter of 1958 
was provisionally estimated to be about 1 per cent higher than a year 
earlier. 

41. The index of industrial production was virtually the same in 1956 
as in 1955 ; it rose a little in 1957. Seasonally adjusted, it has been declining 
slowly since the 'middle of last year ; in the second quarter of this year, on 
provisional figures, it was 1^ per cent lower than in the first quarter, and 

per cent below the same quarter a year ago. when it was at its peak. 

* See Appendix IV to First Report. 
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Per cent change on 


Average 






1958 


a year earlier 


1948-57 


1956 


1957 


1st Qtr. 


2nd Qtr. 


Total national output 


-1- 3 


-1- li 


-1- li 


+ It 


♦ 


Index of industrial production . . . 


+ 3i- 


0 


+ li 


0 


- 



* Not available. t Provisional. 



Employment and Unemployment 

42. With production about stationary, there has been — as expected — some 
easing of the demand for labour. This shows up in all the signs : in the 
figures for employment, for unemployment, for vacancies unfilled, for over- 
time and for short time. 

43. Employment. In most years since the war. the number of people 
working — that is, the number in civil employment, plus those in the armed 
forces — has risen slightly : on average, by about f per cent a year. This has 
happened in spite of the fact that the population of working age has stayed 

1 1 
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virtually ithe same : more women have come into the labour force and more 
people have continued to work afiter retiring age. 

44. iln 1957, the number of people at work was no higher than a year 
earlier ; and in 1958 so far, it has been slightly lower. But the movements 
are small ones ; in the second quarter, the total of those at work was only 
about 1 per cent lower than a year ago. 



Per cent change on 
a year earlier 


Average 




1958 


1948-57 


1957 


1st 

Quarter 


2nd 

Quarter 


Number of people at work* 


+ 0-7 


0 


~ 0-6 


- 1-0 



* Total in civil employment, plus the Armed Forces. 



45. Unemployment. The fall in employment has been accompanied by 
a rise in the numbers of registered unemployed. This, too, was to be 
expected: it is, as the First Report explained, the inevitable result of any 
policy of damping down demand. The paragraphs below give figures for 
the size, the trend, and the location of unemployment. 

46. In July, 1958, there ware 412,000 unemployed in Great Britain (exclud- 
ing Northern Ireland) — T9 per cent of the estimated number of employees. 
This is the highest July figure since the end of the war. The middle of the 
year is the seasonal low point for unemployment: a figure of T9 per cent 
unemployed in July corresponds to a yearly average of about 2-2 per cent. 
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July 





3957 


Nov. 


Dec. 


Number of unemployed* 






(’000) 


317 


335 


Per cent of estimated 






number of employees . . . 


1-5 


1-5 



Jan. Feb. 



396 

1-8 



425 

1-9 



* Great Britain only. 



1958 



Mar. 


Apr. 


May 


June 


433 


444 


448 


429 


2-0 


2-0 


2-1 


2-0 



47. Because of (tbe seasonal fall in unemployment, the figures have to be 
corrected for seasonal fluctuations before it can (be established whether the 



underlying trend is rising or falling. When this is done, it appears that 
the rising trend, on the latest available figures, is still continuing : — 





1957 


1958 




Nov. 


Dec. 


Jan. 


Feb. 


Mar. 


Apr. 


May 


June 


July 


Numbers* (’000) seasonally 

adjustedf 

Increase on previous month 


316 

+30 


334 

+18 


343 
+ 9 


377 

+34 


401 

+24 


420 
+ 19 


coco 
^ + 


460 

+12 


46J 
+ 3 



Great Britain only. t N.I.E.S.R. Seasonal adjustment. 



48. Northern Ireland, Wales and Scotland have employment percentages 
which iare significantly higher than England’s ; this was true, too, when unem- 
ployment generally w.as lower than it is now. 



Percentage rate of unemployment 


July, 1957 


July, 1958 


Northern Ireland 


6-3 


8-1 


Wales 


> 2-1 


3-6 


Scotland 


2-2 


3-5 


North-Western 


1-3 


2-6 


Northern 


1-3 


2-0 


East and West Ridings 


0-8 


19 


South-Western 


1-3 


1-7 


Midland 


1-0 


1-5 


North-Midland 


0-9 


1-4 


Southern 


0-8 


1-4 


Eastern 


0-8 


1-2 


London and South-Eastern 


0-7 


M 



49. Vacancies. As unemployment has risen since November, so unfilled 
vacancies on the Employment Exchange books have fallen. Here, too, 
when the figures are adjusted for seasonal variations the downward trend 
has continued up to July. 





1957 


1958 




Nov. 


Dec. 


Jan. 


Feb. 


Mar. 


Apr. 


May 


June 


July 


Vacancies* unfilled (’000) 


252 


236 


220 


209 


217 


218 


208 


213 


215 


Seasonally adjusted! (’000) 


280 


270 


259 


243 


219 


200 


187 


173 


162 


Seasonally adjusted figures : 
change on previous 
month 


_ 9 


-10 


-11 


-16 


-24 


-19 


-13 


-14 


_1I 



* Great Britain only. f N.I.E.S.R. seasonal adjustment. 
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50. Overtime and short-time working. In May, the number of workers 
on short-time in manufacturing industry was higher, and the number working 
overtime lower, than in any year since 1952. 



Week ending 


Operatives in manufacturing 
industry working: 


Short-time 

(’000) 


Overtime 

(’000) 


May 24th, 1952 


304 


1,159 


May 23rd, 1953 


62 


1,306 


May 29th, 1954 


41 


1,498 


May 28th, 1955 


59 


1,577 


June 2nd, 1956 


99 


1,540 


June 1st, 1957 


63 


1,509 


May 24th, 1958 


217 


1,293 



Productivity 

51. The change in productivity over the whole economy is not a figure 
which can be calculated with any great precision. An estimate can be 
derived by dividing an index of the total national output by on index of 
the total number of people at work (including the Armed Forces), and the 
table below does this. The figures are liable to be revised : the only con- 
clusion that can safely be drawn is that since 1956, las both the rise in output 
and the fall in the number of persons at work has 'been very small, the 
rise in productivity has been small too, and lower than the post-war average. 



Per cent change on 
a year earlier 


Post-war 

average 

1948-1957 


1956 


1957 


1958 
1st Qtr. 


Total national output 


+3 


-Mi 


+H 


-Mt 


Number of people at work* 


+i 


-hi 


0 


-i 


Productivity over the whole 






4-li- 


+li 


economy 


+ 2i 


+i 



* Total in civil employment, plus the Armed Forces, 
t Provisional. 



52. For industry alone— -that is, for manufacturing industry, mining, 
building, and gas. electricity and water— productivity figures are a little 
more reliable. They show a fall in productivity in 1956, which was recovered 
in 1957 ; and a small further rise in the first quarter 'Of 1958, Here, too, 
the recent increases have been below the post-war average. 



Per cent change on 
a year earlier 


Post-war 

average 

1948-1957 


1956 


1957 


1958 
1st Qtr. 


Index of industrial production 
Employment in industry 


-K-3 


-0-1 

-hO-9 


-hl-4 

-0*1 


-t-0-2 

-0-4 


Output per man year in industry . . . 


-f2-4 


-1-0 


+T.5 


-I-0-6 
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53. Summary. In 1957, as a whole, both total national output and indus- 
trial production rose a little. In the first quarter of this year, national output 
was still estimated to be higher than a year ago. Industrial production has 
fallen a little since the middle of last year, and in the second quarter was 
21- per cent, below the peak quarter a year earlier. 

The num'ber of people at work in 1957 was the same as in 1956, on 
average ; in 1958, it has fallen slightly, and unemployment has risen to a 
figure (in July) which corresponds to an annual average rate of about 2'2 
per cent. 

The result of these movements for productivity, has been a small rise 
■both in 1957 and in the first quarter of 1958 ; it is, however, a rise smaller 
than the post-war average. 



PRODUCTION AND INCOMES 

54. The Council’s First Report said that, if for the country as a whole 
incomes rise faster than output, prices (except in very exceptional circum- 
stances) are bound to rise. For wages and salaries only, the same relation- 
ship can be stated another way: that if average earnings rise faster than 
productivity, there is — ^since labour costs are so large a part of total costs — 
a very strong force driving up prices. 

55. This section therefore brings together for comparison the figures of 
incomes and the figures for national output. 



Per cent increase on 
a year earlier 


Post-war 

average 

1948-57 


1956 


1957 


1958 
1st Qtr. 


Total national output 


-13 


' + 11 


+ 11 


-11 


Income from employment 




+9 


+6 


-161- 


Gross profit income 


+6 


+4i 


-16 


+21 


of 'Which: 

Gross company profits 


+1 


-14 


-171- 


-1 



56. The first quarter’s figures show some encouraging signs. Within the 
total of incomes, profit income as a whole showed a rise of only 2J per cent ; 
and, within the total of profit income company profits showed a 1 per cent 
fall compared with a year earlier. It is, as paragraph 28 explains, unsafe 
to base categorical conclusions on one quarter’s profits figures ; but they 
do tentatively suggest that, for the whole economy, profits per unit of 
output were only slightly higher than a year ago ; and, in the company 
sector, profits per unit of output may indeed have fallen. 

57. The first qua.rter figures for incomes from employment, on the other 
hand, do not suggest any reduction in the rate at which labour costs were 
rising up to the end of March: the gap between the rise in employment 
incomes and the rise in output was as big as in the year 1957. But the 
second quarter figures for the wage rates index, which is a rough advance 
indicator for incomes from employment in general, suggests that that quarter 
will show a smaller rise in labour costs — ^but still a rise: for wage-rates 
were still rising slowly, but production, probably, was not. 
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Summary 

58. There is reason to hope that the gap between the rise in total incomes 
and the rise in output has recently been narrowed a little, because of checks 
boilh to the rise in profits and to the rise in wage-rates. But the gap is 
unlikely to have disappeared altogether : there is therefore still a force here 
making for higher prices. 

THE BALANCE OF PAYMENTS 

59. The measures of September last 3«ar had, as one of their aims, 
the checking of the 23 -year-old price rise. But the immediate occasion 
of them was the sharp fall in the gold and dollar reserves in the third quarter 
of last year. It is therefore important, both for assessing the success of the 
September measures and also for assessing the prospects for expansion, to 
see what has happened to the reserves since October. 

60. The fall from June to September of last year was £189m. From the 
end of September to the end of July this year the rise has been £440m. 
It is true that in this period the reserves were strengthened by a borrowing 
of £89m. from the Export-Import Bank. But even if this is excluded, there 
is a substantial rise of £351m.. a much larger sum than the third quarter 
fall. 

61. There have been occasions in the past — for instance, the first half 
of 1951 — when the reserves have risen only because other countries were 
increasing their sterling balances ; consequently, when these balances were 
withdrawn, the reserves fell again. On this occasion — at least up to the 
end of March — this has not been the case ; other counitries’ sterling balances 
were reduced by £135m. from the end of September last year to the end 
of March this year. So the United Kingdom has been increasing her liquid 
assets and at the same time reducing her short-term liabilities. 

62. Until the Balance of Payments White Paper is published in October, 
it is not possible to set out the constituents of this improvement in Britain’s 
short-term capital position. But it is clear from the trade figures that 
Britain must have had a very substantial surplus on current account in 
the first half of 1958. 

63. Nor is it possible to say with any precision how far the improvement 
results from the measures taken in September last year, or earlier, and 
how far from economic developments outside Britain’s control, such as 
the fall in commodity prices. But it is reasonable to suppose that restrictions 
on home demand have had an effect in reducing imports, and in encouraging 
exports ; and there is evidence that the September measures, in particular, 
helped to restore foreign confidence in the pound. 

Summary 

64. There has been a substanitial rise in the reserves since October of 
last year, even after allowance is made for borrowing. Further, Britain’s 
short-term liabilities have fallen at the same time. This improvement 
appears mainly to have come about from a substantial increase in Britain’s 
current balance of payments surplus, and partly from a restoration of foreign 
confidence. 
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Chapter III 

Have the September measures worked! ' 

65. The changes in the economic scene since last autumn can be summed 
up in this way. First, there has been a sharp — and very necessary — improve- 
ment in the gold and dollar reserves : ’an improvement which appears mainly 
to have been brought about by a substantial surplus in Britain’s current 
payments with the rest of the world. Secondly, there has been an improve- 
ment at home — ^though a less definite one — in the trend of prices. In the 
retail prices index, this has been masked up to now by the seasonal rise in 
food prices ; but it should, from now on, begin to appear. Thirdly, there 
are signs that incomes are rising more slowly. For profit income the first 
quarter figures show an increase over a year earlier which is no more than 
2J per cent. For incomes from employment, the figures for the number of 
workers who have so far been given increases in wages, the figures for the 
size of the increases, and the wage-rates index all suggest that, from the 
second quarter on, the rise will be smaller than last year. Fourthly, total 
national output has risen, but only a little, and industrial production has 
fallen slightly. Fifthly, there has been a small fall in employment and a 
small rise in unemployment. 

66. In our First Report, we said that these were all the sort of conse- 
quences to be expected from a policy of damping down demand ; we con- 
sidered that the likely gains from this policy — a. stronger balance of payment 
position and a better trend in prices — justified the cost; some rise in 
unemployment and a check to production. It was very necessary for Britain 
to Strengthen her reserves position. After all. less than a year ago they 
fell by just on one-sixth in one month. It was also necessary, in our 
view— as the First Report explained at length-^o bring alrout a check 
to the long rise in prices since the middle of the 1930s. We did not believe 
that these results could be brought about unless demand were damped down. 
We have not changed our view. 

67. It has been argued in some quarters that the changes in the economy 
set out in paragraph 61 above would have come about anyway, with a 
natural tapering-off of the investment boom and with the fall in import 
prices ; and that the measures the Government have taken have made no 
appreciable difEerence. We agree that the two developments mentioned 
helped ; but we believe that the Government measures made a substantial 
difference — not just the measures taken in September of last year, but the 
whole series of measures taken from the middle of 1955 onwards. 

68. This view is not based on any precise statistical demonstration, showing 
the exact effects of each measure; in the present state of economic knowledge 
demonstrations of this kind are not possible. Rather, our belief is based 
on the commonsense view that — for instance — hire-purchase restrictions do 
check the rise in sales of consumer goods; that high interest rates and 
restrictions on bank credit do reduce the amount of borrowing ; and that 
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a ceiling imposed on public investment programmes does prevent spending 
from rising as fast as it otherwise would. 

69. Certainly, after a time, demand may be damped down sufficiently 
to make some of the measures — such as the restrictions on bank credit — 
inoperative ; this does not, of course, mean that these restrictions were not 
useful in helping to reduce demand in the first place. 

70. Our general judgment, in short, is that the policies of damping down 
demand have worked to an extent ilhat fully justifies their adoption. 
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Chapter IV 



Prospects for the near future 

71. In this chapiter we have first to consider what wonld be likely to happen 
to prices, production and the balance of payments in the near future — say, 
the next six to twelve months — if no substantial further measures were 
taken to raise the level of home demand. Secondly we have to consider what 
measures of this kind could in fact be taken, and what their consequences 
might be — in short, the problem of re-expansion. 

PRICES 

72. The trend of prices seems likely to be nearer to stability in the next 
few months than it has been in any comparable period in the last few 
years. This may be seen by considering the principal elements which enter 
into the index of prices of all goods and services produced by the United 
Kingdom economy (the index of final output prices, as it is technically 
called). These elements are four in number, (1) imports, (2) wage and 
salary costs, (3) profit-margins, and (4) indirect taxes*. At this stage we 
are ruling out changes in tax-rates, and we may therefore confine our attention 
to the first three elements. Taking these in turn, we have already seen 
(para. 21) that import prices have been falling since the second quarter of 
1957 and that, largely as a result of this, the prices of materials used by 
non-food manufacturing industry have recently been running at about 12 
per cent lower than in 1956. The full effect of this decline on the prices 
of finished goods can hardly have been seen as yet, for the adjustment of 
prices at the final stages of production to changes in material costs is usually 
far from instantaneous. Assuming, therefore, that for some little time at 
least import prices remain around their present levels, we may expect them 
to exercise a certain downward pull on the price of final output for some 
months to come. This pull could of course easily be offset by rises in the 
domestic elements of cost, but so far as it goes it is a factor making for 
price reductions rather than increases. 

7i, We come next to labour costs. If we assume that the wage settlements 
in the remainder of this year’s negotiations follow the same lines, on the 
average, as those which have already occurred (see paragraph 31), the final 
result will be an increase of about 31) per cent in wage-rates over the whole 
economy. Infoirmation on salary rates is scanty, but it may not be far 
wrong to assume that the rate of rise of wage and salary rates together will 
not ibe very different from that of wages alone. What this will mean in 
terms of labour costs per unit will depend on the rate of growth of produc- 
tion. For reasons to be given in the next section, we cannot expect a quick 
return ito a phase of growing output: indeed, a decline is not impossible. 

* The relative importance of these four elements in the make up of prices is indicated in the 
following figures for 1957. In that year, adopting the classification employed in the National 
income and Expenditure statistics, we find that the value of final output of the United 
Kingdom economy was accounted for by imports as to 17 per cent, by wages and salaries as 
to 49 per cent, by profits (before depreciation, and including income from seif-employment) as 
to 24 per cent, and by indirect taxes as to 10 per cent. 
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Thus labour costs per unit of production must be expected to rise over 
the oiext few months, though at a somewhat lower rate than in the previous 
two years. 

74. The third and last main element, the average profit per unit of pro- 
duction (here including, it must be remembered, the incomes of sole traders 
and partnerships, and rent, as well as company profits — ^in all cases before 
charging depreciation), is one whose current movement is not easy to 
ascertain. We have seen in paragraph 56 that in the first quarter , of the 
.year profit margins were probably higher, though only a little higher, than 
a year before. More recently, the Federation of British Industries has 
published the results of its questionnaire enquiry into' the condition of 
industry, made at the beginning of June. This showed a very definite 
balance of industrial opinion to the effect that profit margins were on the 
decline. This evidence accords with the results which might be expected 
to follow from a recession m aggregate demand. On the other side there 
is to be set the tendency for rents to rise as a result of decontroT. but this 
is a relatively minor factor in the total picture. 

75. Taking the three elements togather, the conclusion which seems to 
emerge is that the price level of goods and services as la whole may be 
expected to be almost stable in the remaining months of this year, with 
rising labour costs being offset, or nearly offset, by lower import costs and 
lower iprofit margins. This forecast of course leaves out of account the 
■possibility of drastic changes in world markets, which might easily upset 
any such calculations. Further, it assumes that in those sectors of the 
economy where costs per unit of output are falling, the prices of finished 
goods and services will in fact be reduced— an assumption which as explained 
in the next chapter is no<t certain of fulfilment. If it is realised, it will mark 
a distinct easing off in the pact of price inflation. 

76. So far we have been considering the probable movement of the prices 
of lalJ goods and services. This is not the same thing as the index of retail 
prices, which is what people usually think of when they are concerned with 
the “ cost of living ” of the ordinary private household.* The two indices 
do not necessarily always move in the same way. It happens to be, true 
at present that the retail prices index is likely over the next few months 
to rise less, or decline more, than the index of all goods and services pro- 
'duced. This is because, as explained in Chapter II, in the last few months 
the retail prices index has been much influenced by certain special factors 
which affect the index of all goods and services to a much l^ser degree, 
and which are expected to disappear os time goes on. Their disappearance 
will exercise a downward effect on the retail prices index. The index 
as a whole may not fall, since other components will be affected by the 
increase in wage costs which we have already discussed in conneotton with 
the index of prices of all goods and services. At the worst, however, 
it seems likely to be stable, or nearly so, for some time to come. .Since, 
if there is any such plateau, it will partly be due to the adventitious factor 
of the food prices, we should not cheer too loudly about it. Nevertheless, 
it would be in itself 'an encouraging development land it might help to pave 
the way for a more firmly founded stability next year. 

*,See our First Report, paras. 19-22, for a fuller explanation of the difference. 
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PRODUCTION 



77. The prospects for productiooi can best be analysed by considering in 
turn the various elements in the national expenditure and their probable 
future movement, in real rather than money terms since we want to estimate 
how big a call they will make on the nation’s physical output of goods and' 
services. These may be set out as follows : — 

(1) Fixed capital expenditure 

(i) by public authorities 

(ii) by private firms and individuals. 

■ (2) Investment in stocks and work-in -progress. 

(3) Public authorities’ current expenditure on goods and services. 

(4) Exports. 

(5) Consumption. 

Fixed capital expenditure 

78. The latest figures for fixed capital expenditure, those for the first 
quarter of 1958, show increases both in money and in real terms compared, 
with a year previously. But the rate of growth has been slowing down and’ 
it seems likely that it will soon come to a stop. In the public sector the' 
first quarter rise was distinctly greater than in the private sector, but this 
upward trend cannot be continued if the ceiling imposed last September 
is to mean anything. Strictly speaking, the ceiling should be interpreted 
in money terms, and as the prices of investment goods are higher than a’ 
year ago, there should be a decline in real terms. However, a substantial 
part of the intended cut in capital expenditure by the railways has already' 
been restored, and it may be doubted whether there will in fact be much, 
if any, decline in public investment in real terms. But equally, it does not 
seem likely that there will be any substantial growth. 

79. The outlook for private fixed investment is not altogether clear, but 
on the whole the signs seem to point downwards. The forecasts of capital 
expenditure collected by the Board of Trade last winter showed no fall 
in 1958 compared with 1957. Actual expenditure in the first quarter, though 
above that of the first quarter of 1957 in money terms, was slightly below 
it in real terms. The statistical indicators predict a fall in industrial building 
work. Home orders for machine tools have been falling, though this is 
only one part of the picture on the plant and machinery side and may be 
a misleading one. However, the F.B.I. questionnaire survey revealed a 
definite predominance for the view that capital authorisations in 1958 would 
be lower than in 1957. Taking all the evidence together, it is hard to resist 
the conclusion that private fixed investment is on the decline. 'With public 
investment stationary this means a fall in the total, but probably a rather 
gradual one. 

Investment in stocks and work-in-progress 

80. Investment in building up stocks and work-in-progress absorbed over 
£400 millions’ worth of last year’s final output. It seems likely to be much 
smaller this year. Already in the first quarter of 1958 the addition to stocks 
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was £100 millions less than in the first quarter of 1957 — ^^though the fall 
chiefly affected stocks of imported food and materials. There is some 
suggestion in the figures that so far as industry’s slocks have been increasing 
it has been partly due to an accumulation of unsold products. If this is so 
it is likely that in due course there will be a corresponding reduction. Cer- 
tainly it looks highly improbable that investment in stocks will support final 
demand this year on anything like the scale of 1957. 

Government current expenditure on goods and services 

81. The purchases of goods and services by the Central 'Government and 
local authorities for civilian purposes are mainly for administration, and for 
the educational and health services, whose needs tend to be fairly steady, 
with a slow up^trend depending on the growth in population served and 
the gradual improvement of standards. It appears from the Budget speech, 
however, that in the present financial year this slow up-oreep will probably 
be offset by the reduction in the other main component, namely the I>efenoe 
programme ; and the total of public current purchases is likely to remain 
roughly stationary. 

Exports 

82. The volume of our exports has already declined a little from the 
level of last year. For reasons given in the next section (para. 87), it seems 
likely that this trend will continue for sO'me time. 

Consumption 

83. We have seen in paragraphs 30-35 that the increases in wage rates 
this year have on the whole been distinctly smaller than in previous years, 
and further that in contrast to most of those years wage-earnings do not 
seem likely to rise any faster than wage-rates. An increase of 3J per certt 
in average wage earnings would actually be somewhat less than the increase 
in the retail prices index over the preceding twelve months. It may well 
be that the real purchasing power of the national wage and salary bill will 
in the next few months be no greater, or even slightly less, than it was in 
the corresponding period of 1957. In these circumstances it seems unlikely 
that real consumption in the next six months will be much, if at all, above 
the level of the last half of 1957. It is 'true that personal saving has been 
running at a high rate in the last year or so, and that it would be possible 
for consumption expenditures to be increased at the expense of saving ; 
but we have no reason to expect this to happen. On the other hand, the 
picture could be considerably changed if expansion in some other sector, 
say investment or exports, produced a growth in economic activity and 
so a sharper rise in personal income than has so far been contemplated. 
The preceding discussion, however, leads to the conclusion that the likelihood 
of such a development occurring spontaneously cannot be rated high : indeed 
the indications are rather for a decline in these sectors. 

Conclusion 

84. The indications of the economic future which have been reviewed in 
the preceding paragraphs suggest that the next few months are more likely 
to witness a decline of activity than an increase. In real terms, all the 
main components of expenditure promise either to be stable, or to fall. 

22 



Printed image digitised by the University of Southampton Library Digitisation Unit 



THE BALANCE OF PAYMENTS 



85. As already stated, it seems certain that in the first half of 1958 the 
United Kingdom was running a favourable balance on current account at 
an exceptionally high annual rate — ^much higher than that of about £250 
million attained both in 1956 and in 1957. At the end of June, 1958, her 
reserves of gold and dollars stood at virtually £1,100 million, the highest 
level attained since mid- 1951, whether reckoned as an absolute sum or as 
a proportion of .the external liabilities commonly described as “ sterling 
balances 

86. Before we try to peer into the future, some features of the background 
of our overseas position need to be recalled. The figure of £1,100 million 
for the reserves has been attained partly by borrowing some £290 million 
from the International Monetary Fund and the United States Export-Import 
Bank, which should be repaid during the nexit few years, and partly also as 
a result of deferring, in 1956-57, £100 million service of the United States 
and Canadian loans — ^service which must now presumably be resumed at 
the annual rate of about £63 million. Even the gross figure of £1,100 million 
is only equal to 3J months of total United Kingdom imports, and only 
2i months of the whole Sterling Area’s imports from the non-sterling world. 
These ratios are small, when compared with similar figures for some other 
countries. Further, we have always to remember that sterling being a 
currency in world wide use, its internal behaviour is watched closely by 
astute eyes all over the world ; and, as was seen in 1949 and again in 1957, 
its value in the world’s markets is liable to' violent disturhanoe even thongh 
the United Kingdom’s actual balance of paymen'ts may still be behaving 
in a satisfactory manner. “Confidence in the pound” has happily been 
restored ; but it could be impaired again. 

87. Looking to ithe immediate future, it cannot be expected that the 
United Kingdom balance of payments on current account will be as favour- 
able in the second half of 1958 as in the first. The prolonged fall in the world 
prices of many raw materials and foodstuffs wliich has helped to keep 
down her import bill may well have reached its limit and be due before 
long for some reversal, though we see no 'reason to expect that at any 
early date the prices of her imports will rise as high as in the immediately 
“ post-Korean ” years. This fall, and 'the consequent cut-backs in produc- 
tion, have already sO'mewhat impaired the buying power of some of her 
customers and the profits of some of her oversea eniterprises ; but there is 
a lag in 'these matters, and it caim'Ot he supposed that the full extent 
of these unfavourable consequences has yet revealed itself. And even one 
of the most gratifying aspects of her trade in the last few months, the con- 
tinued high level of exports to the United States, is more closely bound up 
than one would wish to see with the achievements of a single range of 
products which experience shows to be liable to sudden changes of fortune. 

88. Secondly, as a result of the decline in their earning power, the other 
countries of the Sterling Area, taken as a whole, have, since the middle O'f 
1957, drawn heavily on the United Kingdom’s gold .and dollar reserves 
to meet their net obligations in the non-sterling world ; and whatever measures 
of restraint ate now exercised, it must be expected that this source of 
pressure on the reserves will continue in the coming months. 
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89. To sum up, then, we must expect in the coming months to see a 
certain deterioration in the current balance of payments position of the 
United Kingdom, and a less favourable trend in the gold and dollar reserves. 



THE PROBLEMS OF RE-EXPANSION 

90. For three years past the growth of real national output has been 
very slow, and production by industry alone, las measured in the Central 
Statistical Office Index, has not grown at all over the period as a whole. 
Yet these have been years of exceptionally high industrial investment. The 
contrast has often been pointed to, and the inference drawn .that the economy 
must now be working well below its productive capacity. In recent months 
some direct evidence has been accumulated which to some extent at least 
bears out this conclusion. Of the companies taking part in the questionnaire 
enquiry of the Federation of British Industries last June, three quarters , said 
tliat their existing level of output w.as Mow capacity. Without further 
explanation; it is true, “ capacity ” is a highly ambiguous expression. Hovy-, 
ever, an interview survey made by the National Institute of Economic 
and Social Research in July showed that in a sample of firms in the metal 
using industries the great majority were working substantially below what 
they would regard themselves as a satisfactorily full rate of operation, and 
that they could build up output considerably if there was an increase in 
demand. Some increase in labour force would be required to realise the full 
potential increased production ; but it would seem that even without recruit- 
ing additional labO'Ur a substantial increase in production would be possible. 
The importance of the high investment of the last three years in creating this 
situation emerges strongly from the National Institute study. It is true 
that not all industries have unused capacity on a subsantial scale ; but 
among those that have, we find most of the industries whose products are an 
essential basis oif the activity of other large sectors ; steel is a good example. 

91. Further, the indications of the economic future which have been re- 
viewed in the preceding paragraphs suggest that the next few months are 
more likely to witness a decline of activity than an increase. All the main 
components of expenditure promise either to be stable or to fall. It is 
true that we have found no suggestion that the fall will be anything but 
gradual: on the other hand, we know that a recession of demand can have 
cumulative effects through discouraging business investment in stocks and 
fixed capital, so that a steepening of the pace of decline cannot be ruled out. 



92. With the industrial capacity of the country already somewhat under- 
employed, and likely to be still less fully employed, it is natural to con- 
sider whether ithe Government should not act so as to encourage a revival 
of demand ; and indeed, the Government has taken a number of steps in 
this direction in tlie last few months. In the main, these have consisted in 
the reversal of the restrictive measures taken last September. Thus the 
Bank Rate has been reduced in three steps from 7 per cent to 5 per cent* : the 
directive limiting the amount of bank advances has been allowed to lapse ; 
and the directive to the Capital Issues Committee has been modified in a less 
restrictive sense. Of the September measures only the limitation of the 
public investment programme still remains in force ; and even this has been 



* Since this report was sent to the printer, there has been a further reduction, on August 
14th, to 41 per cent. 
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relaxed in respect of the railways — admittedly for somewhat special reasons. 
One further measure, going beyond the reversal of September, and amounting 
to a positive encouragement, is the increase by 50 per cent of the initial 
allowances granted in respect of industrial investment for income tax pui^oses. 

93: Whatever effect these relaxations are likely to have, it is doubtful 
whether it can. as yet have appeared in the indicators of future expenditure 
on fixed capital and stock-building which were reviewed in paragraphs 78-80 
above. It was clearly necessary as a first step towards expansion to undo 
the restrictive measures imposed last year: but it is not clear whether this 
in itself will give sufficient encouragement to the spirit of business confidence 
on which private investment depends. If it does not, and activity continues 
to sag, what can and should be done about it? 

■ 94. There are in fact a number of shots in the Government locker. 
Accepting for the moment the widespread view that, within the field of 
home demand, the firsit priority should be given to stimulating capital expen- 
diture. there is ready to hand the public investment programme. If the 
ceiling imposed last year were removed, there is no reason to doubt that 
expenditure Would rise, not perhaps sharply, but steadily, and in the end 
substantially. Next, the Government could take steps to stimulate private 
investment, either by the traditional monetary methods, involving lower in- 
terest rates and easier credit, or by giving fiscal encouragements. Though 
there is no doubt that easier credit would have some stimulating effect, it 
might not be large or quick, and for this reason there has been much 
advocacy of the restoration of the investment allowances which were granted 
in 1954 and probably played a significant part in promoting the investment 
boom of 1955 and later. In some versions this is coupled with the idea 
that the grant of the allowances should be discriminatory: that different 
industries or groups ■ of firms should be treated differently according to 
criteria of public interest laid down and applied by the Government. We 
do not find it easy to see how a discrimination on these lines could be 
operated efficiently and equitably, given the extreme difficulty of laying 
down and applying critearia for identifying the firms and products meriting 
support in the public interest. Leaving this issue aside, it is evident that 
the investment allowance constitutes a more effective stimulus than an 
initial allowance at the same rate. This further step is therefore bound 
to come up for consideration if and when it is decided that a further fillip 
needs to be given to private, investment. 

: 95. It may however prove that the business world needs to be convinced 
not only that the immediate path to investment has been smoothed but also 
that there will be a sufficient demand for the products of the new capital goods 
once they are installed. For this reason, even the most determined advocate 
of investment-for-growth may find it necessary to envisage encouragements 
to consumption expenditure. There are a number of ways in which this could 
be done. It would be possible to reduce the rates of tax on personal income 
or the indirect taxes on consumer goods and services ; it would also be 
possible to relax the present restrictions on hire purchase. Reduction of 
indirect taxes, and relaxation of hire purchase restrictions, would be similar 
in: one important respect — namely, that they would encourage the purchase 
of certain goods much more than others. Whether or not this is an advantage 
depends principally upon whether the Government wishes to give a special 
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stimulus ito certain industries or certain areas, or whether on the other hand 
it wishes to give encouragement all round and make the most of the incentive 
value of the remission. 

96. This review of the moans of action open to the Government shows, 
we thiimk, that there is no insuperaible difficulty about raising the level of 
home demand once the decision has been taken to do so. There are 
howeveir, a number of oonsideratnons to be weighed before such a decision 
can> ibe made. It might seem that the existence of unused capiacky should 
make it possible to step up production without running into serious bottle- 
necks, so that lan expansion of demand could go some appreciable distance 
without involving a rise in, prices. To .this optimistic expectation, however, 
several qualifications need to be attached. The first is that some of 
excess of productive capacity consists of old and out-of-date plant, which 
is costly to operate. An expansion of demand to the point at which this 
plant had to be brought into use would see a rise in costs and prices 
setting ,in. Secondly, a further .part 'of the unused capacity is likely to 
reinain unused under any feasible expansion of demand, unless and untii 
it is converted to the production .of some other product, more in demand 
than the one for which it was originally designed. This is .much the same 
a.s saying that tlie degree of unused capacity varies very much between 
diffenenit lines of production, so that any expansion of demand that could 
possibly take place in practice would be likely to come up against bottle- 
necks in some seotors while o.t.her secto.rs still had large reserves of capacity. 

97. The third qualification arises from the fact that expansion must be 
expected to make a call on the supply of labour, os well as on that of 
fixed capital .plant. There is certainly some reserve of labour, consisting 
partly lin the unemiployed but probably much more in .the fact that in 
many parts of industry the e.mployed, with or .without working additional 
overtime, could produce more. But this reserve of labo.ur is almost oentainly 
a much less ample ntargin than the -reserve of capital. Expansion would 
noil have to proceed very far before it began to raise the pressure of demand 
in the labour m.arket. This in -turn would fairly quickly begin to raise 
labour costs by encouraging employers to work more overtime and to bid 
up wages above the agreed rates ; and rather more slowly would affect 
the processes of bargaining over the wage rates -themselves. 

98. If the expansion of expenditure were allowed or encouraged to re-create 
conditions of pressure of demand for goods and for labour similar to those 
obtaining at peak years, such as 1951 or 1955, in -the past, the return of 
price mfl-ation would be .practically inevitable. How far the pressure would 
work through w.ages and how far it would work direotly upon prices we 
do not need here -to argue out ; the important fact is that in one way or 
the other it certain-ly would work, Tor this reaison, it -must in our view 
be a deifinlte aim of Government policy not to allow the pressure of demand 
on productive resources .to- ibe built up to levels similar to ffiose of the 
peak years. This .is by no means an easy aim to achieve, for once expansion 
is under way it tends .to buiJd up cumulatively, and the .Government’s means 
of action to control it .are uncertain both in effect and in timing. 

99. The enco'uragemenlt of expans-ion also has its dangers on -the external 
side. There is some reaso-n to think that the price factor is becoming more 
important in -the struggle for export markets. We cannot lightly embark 
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on courses which may, by 'the processes described in piaragraphs 96 and 97 
above, push up our industrial costs and prices (tas well as mak'ing the home 
market more lattractive relatively to foreign markets). Further, any growth 
of production is hound to make an additional call on supplies of hiiiported 
materials. Even a moderate expansion, if unaccompanied by a growth in 
expo'rts, could toave a serious effect on our current balance of payments. 
The most difficult kind of recession proiblem is one in which the decline 
in activity has come from a fall in our exports. For then counter-, action 
which raised home demand would risk damaging the balance of payments 
at a time when it was already weakeniog : and this could present a problem 
to which there was no easy answer. 

100. If, as may happen, the tendency to recession in .the intensity of 
world demand should gather strength, an expansion of loans and credits 
abroad may seem desirable. By this means we could both satisfy the 
desire of ,the overseas sterling countries to mainitaiin as far as possible 
their standards of life and their pace of development, and our own 
desire to keep our productive resources in employment. We may thus 
justifiably be led to undertake measures of credit creation and organisa- 
tion which in other circumstances would be unnecessary and even dangerous. 

101. It is evident that such financial expansionist action as world con- 
ditions may demand will be carried out much more smoothly if the various 
countries with money to lend and industrial populations to employ keep 
in step with one another. The less popular obverse of this truth is that 
in a financially united world, from which all fear of “ balance of payments 
difficulties” had been removed, the temptation to press ahead itoo fast 
and re-light the fires of inflation would presumably be even stronger than 
in the world of today. 

102. To sum up ; the dangers of inflation have only been scotched, not 
killed, by the slackening of tempo in the last twelve months. We must not 
suppose that we have solved the problem of getting the growth of incomes 
into line with that of productivity, merely because in the year 1958 increases 
in income look like being distinctly lower than in previous years. Our 
balance of payments is in a healthy state, and our foreign exchange reserves 
have been rising very satisfactorily : but neither of these conditions is bound 
to last. Past experience suggests that any substantial revival of demand 
may well be accompanied by renewed threats to price stability, to the 
balance of payments and the gold and dollar reserves, 

103. In these circumstances it seems clear to us that while it is right 
that policy should aim at an expansion of demand, it must proceed gradually 
and with caution towards that end. The dangers of recession are not so 
drastic and so imminent, nor those of inflation so remote, as to justify a 
policy of all-out encouragement of expenditure. It would appear to be 
the Government’s policy to proceed steadily, but not rashly, with the 
promotion of expansion. The choice of particular measures involves con- 
siderations of timing and selection into which we do not feel it would 
be appropriate for us to enter ; we dO', however, endorse the general attitude 
and approach which seem to have inspired recent policy decisions. 
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CHAPTER V 



The Longer View 

104. In the preceding chapter we have reviewed the prospects for prices, 
productivity and incomes in the near future and have considered some 
of their implications for economic policy. In this chapter we shall try 
to look ahead somewhat further and comment on a number of issues which 
seem to us to arise from the conflict of two main objectives of economic 
policy — ^full utilisation of the national resources of labour and capital, on 
the one hand, and stable prices on the other. 

DEMAND AND UNEMPLOYMENT 

105. We have argued in the preceding chapter that the Government 
cannot afford to allow the pressure of demand for goods and for labour 
to rise to the peak levels of the past, if it wishes to avert price inflation. 
This was in the context of the choice of economic policies in the immediate 
future ; but the advice is likely to remain valid for as far ahead as it is 
useful to look. It seems worth while to point out some of its implications. 

106. To maintain high and stable employment while avoiding inflation, 
if it is possible at all, will certainly call for a rather delicate regulation 
of the general level of activity. It is far from certain that our present 
understanding of the working of economic forces is sufficient for such a 
purpose. Research could no doubt gradually enlarge that understanding, 
though it is not to be supposed that there is any quick way to answer 
the hardest and most important questions. We are aware that there has 
been a steady improvement in the scope and quality of the statistical infor- 
mation about economic events. There do not seem to be many important 
topics on which statistics are completely lacking. We have, however, in 
the course of our work had occasion to notice what a long time was 
required to collect and organise information even in contexts where up-to- 
dateness would seem to be of first-rate importance. We appreciate that 
there are limits to the number and frequency of the returns that can reason- 
ably be demanded from business undertakings, and to the manpower that 
can justifiably be devoted by the Government to the collation and analysis 
of the resulting data. Nor do we want to give the impression that in our 
view better information is the sufficient (or even the main) condition for 
successful policy-making. Nevertheless we cannot but feel that an effort 
at speeding-up the preparation of economic information would be a real 
help in the endeavour to control the level of activity. 

107. If policy is successfully directed in future towards avoiding the 
peak levels of demand as we have known them in recent years, it .can 
■hardly be expected that the average level of imemployment over a period 
of years will be quite so low as in the last decade. This has a bearing on the 
problems of locally concentrated pockets of unemployment. The direct 
cause of these pockets is often some change in the structure of industry, 
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not itself connected with (he level of aggregate demand. The problem they 
present is likely, however, to be somewhat more serious if the level of un- 
employment over the whole country is higher — it only because the re- 
employment opportunities of the men thrown out of work by the structural 
changes will be less good. The Distribution of Industry (Industrial Finance) 
Act, which has just reached the Statute Book, represents an endeavour by 
the Government to extend its powers of dealing with these problems, par- 
ticularly when they arise outside the Development Areas. While welcoming 
the new Act we think it right to issue a warning against expecting too 
much from it. Many of these local difficulties are likely to prove obstinate, 
and the means which the Government can employ, as long as it rules out 
extravagantly wasteful methods, are of limited strength. The Government 
has recently announced its intention of using more vigorously its powers 
of refusing consent to industrial development in prosperous areas, in the 
hope of steering new factories to the areas ia trouble. Even so, however, 
the policy of bringing work to the workers has definite limits. 

108. There remains the other policy of encouraging the workers to move 
from the affected areas to find work elsewhere. We have already expressed, 
in our First Report, our belief that the publicly provided facilities for re- 
taining, and for assistance in appropriate forms to deal with the problems 
of moving, should be ample and indeed generous. We welcome the improve- 
ments recently made in these arrangements, but we have noted that some 
of the facilities provided have been very little used. We do not doubt that in 
any such case the matter will be investigated in order to establish whether 
some further improvement would make the service in question more fully 
effective. 



WAGES AND SALARIES 

109. As has been shown in paragraph 31. the increases in wages nego- 
tiated so far this year have been on average about per cent. If this sort 
of figure is also the typical result of the negotiations (covering more than 
half of all wage-earners) which are still to come, the year as a whole will 
have been marked by a definite reduction in the scale of wage increases, 
and from the point of view of achieving price stability this must be regarded 
as distinctly a change for the better. It would be very wrong to suppose 
that this was an exceptional year, after which we could cheerfully return 
to the happy days when annual wage increases typically rm at the rate of 
5 per cent, 6 per cent or 7 per cent. Indeed, the contrary is the case; next 
year, such wage increases as are granted should be lower than this year’s. 
For annual increases in wages of 3^ per cent are not merely higher than the 
present rate of productivity increase; they are higher than any rate of 
productivity increase which can reasonably be forecast over any long 
period of future years. It is virtually certain that a continuance of wage 
increases on this scale year after year would lead to a resumption of nrice 
inflation. We should therefore think of this year’s relatively low level of 
increases, not as an exceptional event, nor as an acceptable long term mini- 
mum. but as a stage in the process of getting the trend of wages better into 
line with the trend of productivity. It is highly desirable -that the process 
should continue next year. 
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110. This prospect is not so depressing as might at first appear. It must 
be remembered that this year’s wage-increases have come after a period 
when retail prices were rising at the annual rate of about 4J per cent. Most 
of them therefore barely restored the real income of the workers concerned 
to the level .at which it had stood after the previous settlements, or indeed 
fell slightly short of this objective. We tried to explain in our first report 
that a lack of full compensation was a necessary first step in the process 
of ending the slide in the value of money, and that there were considerable 
advantages to ibe gained, even by the workers themselves, from accepting it. 
The events of this year, and the econoanic prospects as we have assessed tliem 
in Chapter IV, do not suggest that we were wrong in this diagnosis ; and the 
fact that real progress toas been made in checking the inflation will mean that 
next year’s medicine need not be so nasty as this year’s. For in twelve 
months’ time the parties concerned in any wage negotiations are likely to be 
looking back on a iperiod of more stable prices than are those engaged in 
this year’s negotiations. Any wage increase which niay emerge may be less, 
in money terms, than was obtained by the same group this year, and yet 
mean a real advance in purchasing power over goods and services — ^which 
this year’s increases for the most part have not meant. We do not mean 
necessarily to imply that every group of workers will in fact be able to 
secure an increase in money wages in the next and every future year. If 
the rate of increase in total incomes has been brought down to non- 
inflationary proportions, it may well happen from time to time that a 
particular group of workers has to forego an increase. They will, how- 
ever, in the conditions postulated, at least be able to maintain their standards 
of living instead of seeing them undermined by the up-creep of prices. 

111. It may seem a little premature to be looking forward to next year’s 
wage negotiations at a time when this year’s wage round is less than half 
completed. We think it important however that a long view should be 
taken on these matters. We are not likely to have much success in aligning 
the growth of incomes with the growth of productivity if we limit our 
horizon to the current year. And this has some important implications for 
economic policy generally. The position may arise that as part of the 
encouragement of expansion it is desired to stimulate expenditure on con- 
sumer goods and services. Now in the past, much the most important 
factor promoting the growth of consumption expenditure has been the 
increase in money wage earnings, whether arising from the revision of nego- 
tiated wage rates or from the “ wage-drift ” which has in most years given 
a boost to earnings over and above the increase in the standard rates. It 
might seem to follow that the best way to engineer a growth of consumption 
expenditure would be to encourage a sharp rise in wages. For the reasons 
just given, however, such a policy would be entirely inconsistent with a 
long-run objective of securing price stability. Any encouragement of con- 
sumption must therefore take different forms: and, .as we have seen in the 
preceding chapter, there is no lack of these to choose from, in the shape 
of tax-remissions and relaxations of hire purchase restrictions. 

PROFIT MARGINS AND PRICES 

112. The establishmenl of a state of affairs in which incomes are not 
rising faster than productivity requires a limitation of the rate of growth 
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of poofi'te as well as dm that of wages. Even if we had no stimulus to raise 
prices from the side of import or wages costs, it would still be possible 
for prices to rise if profit margins were being pushed up sufificiently fast. 
In practice this is not likely to happen unless the pressure of demand has 
been allowed to get out of hand. If the pressure of demand is stable at a 
moderate level (enough to ensure high employment but not enough to cause 
widespread shortages of goods and services) experience suggests that profits 
will be maintained in a roughly stable relationship to the total of other costs 
(d.e. in toe last resort, wages and imported materials). It follows that if 
(1) imiponts .are not increasing in price (2) demand pressure is held at a 
moderate level, and (3) wages are not rising taster than productivity, 
then it is unlik.ely that any independent push towards an inflation of the 
general level of prices will come from .the side of .profits. In this respect 
the part .played by profite in the inflationary process differs from the parts 
which' are, or cam be, played by imports and by wages. The overall lim'ita- 
tion of proifits as an dement in inflation can most effectively be achiev.Ml 
by indirect means. If toe pressure of dem'Siud is kept within reasonable 
bounds, and if there lis no mfl'a'tionary .wage-push, profits 'in total will tend 
to Um'it themselves. 

113. We have already tried, 'in paragraphs 96-98 above, to. show the 
importance of preventing a re-emergence of a pressure of demand equal 
to that of the peak years in the past, and in paragraph 109 we have stressed 
the need for ke'oping down the size of wage increases. If policy U'nder 
thiese >two heads is well-directed, 'is toere no more to be said about pro'fits? 
We think (here is something more 'to be said, and it applies particularly .to 
those industries where lit is 'likely that the growth of productivity will be 
faster than the average rate over the whole of the economy. We attempted 
to explain in our First -Report how imiportant it was that toe growth of 
incomes in the ra.pidly progressing industries should be rela-ted, not to toe 
growth of prod'uotivd'ty in these particular industcies, but rather .to the growth 
of productivity over -the whole economy. The -point is that -there will 
necessarily be other sectors in which the groiw-to of -productivity is less rapid 
than that of the economy os a whole. In these sectors, df we suppose as 
we must that wages and other incomes increase at -about the sa-me rate as 
elsewhere, there will -be a tendency for costs to rise and in toe long run 
this must inevitably be reflected in ,toe prices of thedr products. 

114. It must -not -be -t-bought th-at this statement is refuted by recent 
cases dn w:hich toe Government h-as successfully insisted .that wage increases 
in certain .public services should be -met without a rise in the -prices of tlheir 
products. For in these cases t-he -alternative sources from w.hich the increases 
will -be made consist (in toe Government’s intention at least) of economies 
made either -by -the genuine cost-reduction process of cutting out unnecessary 
use of labour, -materials, etc., or by cutting out services which at the new 
level of w.age costs, -and the old level of -pmces, could not be made to pay. 
Economies of toe former type m-ay be unequ-ivocally desirable, but are 
hardly likely to be dnexbaus-tible -in scope ; they represent therefore only a 
partial solution to -the .problem. Economies of the second -type may also 
be desirable up to a .point, for there may be services which could not 
be made to pay at any level of .prices. Beyond th-at point however they 
represent not a solution of the .problem, but an evasion of it. There has 
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been a tendency in recent discussions to lump together economies obtained 
by producing services more eificiently, and economies O'btained by abolishing 
services, as 'though they were 'the same thing, on the grounds that they 
are both means of paying ihiigher wages without calling for a subsidy. But 
from the point of view of the public they are opposite things. Abolishing 
a service has the same effect as raising its price to a prohibitive level, with 
the convenient difference that no index number of the cost of living can 
be affected. But it by no means follows that greater harm is not done to 
the public 'interest than iby a rise in price. Indeed, there is a presumption 
that the community is better off for having available to it any service which 
can be made to cover its costs at some price which the public is willing to 
pay. A rigid rule against price increases, while it may have had the effect 
of exerting counter pressure against wage demands, could not be maintained 
indefinitely in a sector where productivity grows slowly without causing in 
the end a quite unjustifiable elimination of wanted services. 

115. We come 'back, then, to the belief that even in an economy in which 
incomes in general were rising no faster than production in general, there 
would be some sectors in which the prices of the goods and services produced 
were rising. The attainment of overall price stability would therefore require 
that in some other sectors the prices of the goods and services produced 
should 'be 'falling. In practice it seems likely that the most important of 
these other sectors would be manufacturing industry, for it is here that the 
■growth of productivity tends to be fastest. It is therefore a matter of some 
concern that the prices of manufactured products seem to have a consider- 
able degree of inertia ; they are not changed quickly in response to changes 
in supply or demand conditions. The failure of 'the prices of manufactured 
:goods, as a group, to decline appreciably in the last few months in spite 
of the considerable fall in the cost of imported materials, is perhaps an 
example. This inertia of prices of finished goods has probably been a 
valuable delaying factor in past years when the general tendency of prices 
was to rise ; but ;the fact that prices are sticky upwards as well as downwards 
will be small comfort when we are relying on price falls in this particular 
.group as an essential part of a programme of achieving stability of prices 
in general. It therefore seems necessary to enquire whether there are any 
ways in which the prices of industrial products could be made to move 
downwards more rapidly in response to changes in costs. 

116. An attempt is already being made, in the shape of the legislation 
against restrictive practices, to deal with one factor which certainly operates 
to hamper downward movements in prices. A large number of price agree- 
ments have already been given up by the firms concerned in preference to 
the alternative course of registration and 'awaiting the bringing of a case 
to the Restrictive Practices Court. It may be that the operations of the 
Court will result, directly and indirectly, in the abandonment of a further 
number of agreements. With a new judicial procedure getting under way 
we feel that it would not be appropriate for us to suggest any further measures 
for investigating price-rings : for the time being we can only wait and watch 
the results of the cases as they are taken. 

117. The law relating ito restrictive agreements will not, of course, operate 
against price rigidity resulting from monopolistic control of the supply of a 
product by one large firm or by a small number of firms. Such cases are 
subject to enquiry and report by 'the Monopolies Commission so long as one 
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supplier controls more than one-third of the total supply. We think it 
important that this work should not be allowed to fall into decline as a result 
of the reduction in scale and scope of the Commission, for it has a part to 
play in the attempt to give the industrial system more of a bias towards price 
reduction. 

118. Another type of arrangement which undoubtedly operates to inhibit 
price reductions is resale price maintenance. The collective enforcement of 
resale price maintenance has been outlawed by the Restrictive Trade Practices 
Act, but the same Act positively strengthened the maintenance of resale prices 
by the individual manufacturer, by putting legal sanctions at his disposal 
which did not exist before. Following a reference to this subject in our 
First Report, the Government has stated that in its view insufficient time 
has passed since the Act came into force to justify the institution of a 
review of its consequences. This may have to be accepted, but it seems 
to us to be possible (and if true it is relevant to the issues of price agreements 
and the work of .the Monopolies Commission as well as to resale price 
maintenance) that the importance of these matters in the particular context 
of preventing general price inflation was not given much weight at .the time 
the legislation was passed. 

119. Another factor which may in time make price reduction a more 
attractive line of business policy is the education of the consumer in the 
appreciation of value for money. In the present state of consumer attitude 
and knowledge, it is too frequently the case (that the offer of a lower price 
would not improve sales to anything like the extent that would justify 
the cut in ithe profit margin. The pressures of publicity and advertising 
constitute (Strong forces playing on the consumer whose general effect is 
certainly not to make him more conscious of price relations or better able 
to appreciate the comparative importance of the price and the other aspects 
of the goods offered. In these circumstances anything that can be done 
to educate consumers generally in the relative advantages of different manu- 
factured products (which they cannot always judge accurately for themr 
selves) and in particular in the true difference in value for money offered, 
is likely to encourage competition in prices and genuine quality. For this 
reason we welcome the recent development of consumer researdh services by 
the Association for Consumer Research, Ltd. (publishers of “ Which? ”) and 
by the Consumers’ Advisory Council df (the British Standards Institution 
(publishers of “ Shopper’s Guide ”). 

120. 'So far we have (been considering ways in which the Government 
or the community at large can act so as to encourage the willingness of 
producers and itnaders to seek and exploit opportunities for reducing prices. 
It may also ibe that the present climate of opinion will exert a direct influence 
on (the attitudes of business managements. In past years, when the prevailing 
tendency of prices of finished .products was generally upward, there can he 
little doubt that the pace of the rise was (held back by a widespread reluctance 
on the part of managements to exploit fully positions of strategic advantage. 
It would be unfortunate if the same general attitude of reluctance to disturb- 
ing the status quo should show itself in am unwillingness to make price reduc- 
tions when they ibeoome possible. In industries where the trend of costs and 
markets gives such opportunities, managements can make, if they wUI, 
a really important contribution to the campaign against inflation. An adven- 
turous attitude on their pant would put all the rest of the community in their 
debt. 
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CHAPTER VI 
Summary 

FACTS AND FIGURES (CHAPTER II) 

Prices 

1. The index of retail prices continued to rise up to June. But just on 
70 per cent of the rise since October, 1957, was accounted for by the rise 
in food prices ; and there is good reason to think that this was largely 
seasonal. Other sectors, apart from housing, have risen little in the last 
eight months (paras. 8-16). 

2. There is definite evidence of a levelling-off in export prices and in the 
wholesale price index of manufactured goods. This has probably been 
■helped by a sharp fall since 1956 in basic tnaterial prices ; but it is reason- 
able to hope that some benefit from this fall is still 'to come (paras. 17-23). 

Incomes 

3. In 1957, the tendency for incomes of .all kinds to rise too fast con- 
tinued (paras. 24-25). 

4. For 1958 so far, the provisional first quarter figures for all profit income 
show only a small rise (2| per cent) above a year earlier ; and, for company 
profiits alone, there was probably a fall (paras. 26-28). 

5. For income from employment, though the first quarter figures show no 
slackening in the rate of rise, later figures suggest that ithere has been one. 
Fewer workers have been given wage-increases, and the average rise has 
been smaller (paras. 29-37). 

6. In the first seven months of this year, the weighted average increase 
given in negotiated wage settlements was 3'6 per cent. (This figure excludes 
those groups of workers who have sliding scale agreements linked to the cost 
of living ; it includes those settlements where no increase was given) (para. 
31). 

Production and Employment 

7. Both total national output and industrial production rose a little in 
1957. In the first quarter of this year, national output was still a little 
higher than a year ago ; industrial production, on the other hand, has fallen 
a little since the middle of last year (paras. 38-41). 

8. For employment, aU the figures — of unemployment, employment, 
vacancies, short-time and overtime — show some easing of the demand 
for labour. Seasonally corrected figures suggest this was continuing up to 
July (paras. 42-50). 

9. Unemployment in July was at a figure which corresponds to an annual 
average of about 2'2 per cent. This year, as in previous years, it has been 
higher in Wales and Scotland, and much higher in Northern Ireland, than 
in England (paras. 46, 48). 

10. There have only been small changes in productivity recently (paras. 
51-53). 
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Production and Incomes 

11. The recent figures for profit incomes and for the size of wage- 
settlements this year suggest that, although there is still a gap between the 
rise in total incomes and the rise in total output, it may have narrowed 
a little (paras. 54-58). 

The Balance of Payments 

12. The reserves, after falling £189m. from June to September last year, 
have — up to the end of July this year — risen £351m., excluding the borrowing 
from the Export-Import Bank (paras. 59. 60). 

1 3. At the same time, from September 1957 to March 1958, other countries’ 
sterling liabilities were reduced by £135 m. (para. 61). 

14. The United Kingdom’s short term capital position has been con- 
siderably strengthened, mainly, it would appear, because it has been running 
a very substantial surplus in its current balance of payments (paras. 62-64). 

HAVE THE SEPTEMBER MEASURES WORKED? (CHAPTER III). 

15. Since last autumn our balance of payments position has improved con- 
siderably and there is a belter prospect of stable prices ; on the other hand 
there has been some rise in unemployment and a check to production. 
These developments must in our view be attributed in good part to the 
damping down of demand resulting from the Government’s measures in 
September and earlier : though the tapering off of the investment boom and 
the fall in import prices have also contributed. Our judgment is that the 
policies of damping down demand have worked to an extent that fully 
justifies Ibeir adoption (paras. 65-70). 



PROSPECTS FOR THE NEAR FUTURE (CHAPTER IV). 



16. On the assumption that no substantial further measures are taken 
to raise home demand, the prospects for prices and for expenditure in real 
terms in the next few months may be assessed as follows ; — 



The price level of goods and services as a whole may be expected to 
be almost stable, with rising labour costs being offset, or nearly offset, 
by lower materials costs and lower profit margins. The retail prices 
index is still less likely to rise, and may even fall (paras. 71-76). 



Fixed capital expenditure in the public sector is likely to be roughly 
stable, while private fixed investment is likely to show some decline 
(paras. 77-79). 

Investment in building up slocks and work in progress is likely to be 
lower this year than in 1957 (para. 80). 

Government current expenditure on goods and services is expected 
to be roughly stationary (para. 81). 

The volume of United Kingdom exports seems likely to fall (para. 82). 



It seems unlikely that real consumption in the next six months will 
be much, if at all, above the level of the last half of 1957 (para. 83). 
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17. We must expect in the coming months to see a certain deterioration 
in the current balance of payments position of the United Kingdom, and a 
less favourable trend in the gold and dollar reserves (paras. 85-88). 

18. There is evidence that a number of important industries have unused 
capacity, and unless demand increases it seems likely that the amount of 
unused capacity will increase (paras. 90, 91). 

19. The measures taken by the Government so far, which consist in the 
main of removing the September 1957 restrictions, are not certain to give 
sufBcient encouragement to business confidence and so to private investment 
(paras. 92, 93). 

20. The Government could raise public investment by removing the 
ceiling imposed in September 1957. As means of encouraging private in- 
vestment it could use easier credit terms, investment (or initial) allowances, 
or both methods. Consumption could be stimulated by tax remissions or 
relaxation of the restrictions on hire purchase (paras. 94, 95). 

21. The degree to which demand can be raised without running into 
bottlenecks is likely to be over-estimated if we accept the estimates of 
unused capacity without qualification. The margin for expansion without 
raising labour costs is iproibably still smaller. It must in our view be a 
definite aim not to 'return 'to levels 'Of demand similar to 'those of the peak 
years of the past (paras. 96-98). 

22. ExpansiO'U would tend to reduce O'Ur balance of payments surplus 
(para. 99). 

23. An increase in loans land credits abroad may well be judged tO' be of 
mutual advantage to lender and borrower. That different countriies should 
keep in 'Step in expanding wouW have ladvantages, but would also present 
some dangers (paras. 100, 101). 

24. In these oircumstamces it seems clear to us that while policy sh'Ould 
aim at lan expanision of demand, it must proceed gradually and with 
caution (paras. 102, 103). 

THE LONGER VIEW (CHAPTER V) 

25. Fo'r as far ahead las it is useful to look, it will be necessary to 
avoid levels of demand as high as the peak levels of the past, 'if inflation is 
to be prevented (paras. 104, 105). 

26. A speeding up of the preparation of economic intorimation would 
assist towards the rather d'elioate regulation of -economic activity which is 
called for (para. 106). 

27. If peak levels of demand are avoided, it can hardly be expected that 
the average level of unemployment over a period of years will be quite 
so low as in the last decade (para. 107). 

28. As a result, -the proiblean of local conoentriations of unemployment is 
likely to be somew-lmt 'mo-re serio-us. The -policy -of bringing work to the 
work-ers has definite lim'its, and facilities for retraining and assistance to 
enable the workers affected to move should be generous (paras. 107, 108). 
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29, We should thank of this year’s mfatively low level of wage increases 
as a stage in the process of gettmg the trend better into line with the 
trend O'! productivity. It is highly desirable that .the process should be 
conitiinued next year. The trend of prices may weU be such that even 
small monetary increases will bring a real advance in purchasing power 
(paras. 109, 110). 

30. Any special stimulus to consumption expenditure should be given by 
tax remissions or relaxation of hire purchase restrictions rather than by large 
wage increases (para. 111). 

31. If the pressure of demand is kept moderate, and if there is no- in- 
flationary wage-push, profits in total wiU tend to limit themselves (para. 112). 

32. In ‘industries where productivity grows loss fast than the average, the 
price of the goods or services produced is bound to rise even if incomes in 
general are rising no faster 'than produetivity in general. It would be a 
mistake ito thirok that such price increases could or should be permanently 
averted at the cost of cutting down the range of services the industry provides 
(paras. 113. 114). 

33. Overall price stability thus requires that iu sectors wihere productivity 
rises faster than -the average rate, .the prices of products should be falling. 
The tendency to inentia displayed by prices of manufactured goods is 
therefore a matter of some concern (para. 115). 

34. The activities of ‘the Restrictive Practices Court and of the Mon-opolies 
Commisston may do somothing to weaken this inertia. It is relevant here, 
and in the co-utexit of ‘the law relating to resale price maintenance, that 
the repercussions in the context of inflation were , probably not given much 
weight at the time of the legislation which regulates these matters (paras. 
116-118). 

35. The education of ithe consumer in -the appreciation of value for money, 
in which there have recently been two promising new ventures, is also likely 
to help (para. 119). 

36. The present cliim-ate of ‘opinion m-ay exert a direct influence on the 
attitudes of man-agements. In industries where conditions give opportunities 
for price reductions, an adventurous attitude on the part of the firms con- 
cerned could make an important contribution to the campaign against 
inflation (para. 120). 

Cohen (Chairman). 

H. G. Howitt. 

D. H. Robertson. 



W. A. B. Hopkin (Secretary). 

F. T. Blackaby (Assistant Secretaiy). 

August 12th. 1958. 
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Appendix 

The Measurement of Profit Income 

1. Appendix II of the First Report discussed some of the problems of the 
definition and measurement of profit income. This Appendix adds, first, some 
figures .provided by the Inland Revenue which give a better measure of depre- 
ciation in the company sector on a “ historical cost ” basis ; secondly, it provides 
oomparisons of the relative size of profit income and income from employment 
in that sector. 

2. The figures used in Appendix II to give a rough indication of the size of 
depreciation on a historical cost basis were the Inland Revenue annual allowance 
figures. These, however, as that Appendix explained, are slightly vitiated for 
this purpose by ithe existence of the initial allowances ; for if there were no 
initial allowances, the annual allowances would be higher. 

3. The Inland Revenue have now estimated how much higher the annual 
allowances would have b^n if the initial allowances had not existed. The figures 
below are given for companies only, since for other profit income the fact that 
there are no annual .allowances for commercial buildings or houses makes the 
Inland Revenue figures much less useful. 

4. The following table shows, first, the size of the total Inland Revenue 
allowances, including initial and investment allowances ; secondly, it shows the 
actual size of the annual allowances only ; thirdly, it shows an estimate of how 
big the annual allowances would have been if initial allowances had not existed. 
Finally, it shows, for comparison, the Central Statistical Office estimates of capital 
consumption — that is, depreciation at replacement cost. 

Companies' depreciation on a historical cost and replacement cost basis 





1950 


1951 


1952 


1953 


1954 


1955 


1956 


Total 

1950- 

56 


1. Total allowances: an- 
nual, initial and in- 
vestment ... 


474 


492 


398 


407 


520 


602 


686 


3,579 


2, Annual allowances . . . 


247 


254 


287 


303 


363 


415 


480 


2,349 


3. Annual allowances, 
adjusted to the as- 
sumption that initial 
allowances did not 
exist 


282 


307 


357 


374 


434 


483 


544 


2,781 


4. C.S.O. “capital con- 
sumption” estimates 


329 


376 


416 


455 


499 


567 


615 


3,257 



Notes: — 



1-3: the figures since 1954 have been slightly revised since the National Income Blue 
Book 1957. 

4: National Income Blue Book, 1957, Table 57. 

Companies, here and throughout, exclude companies operating overseas. 

5. Over the whole period, annual allowances, adjusted to the assumption that 
initial allowances did^ not exist, come to 85 per cent of the estimate of “ capital 
consumption ” — (that is, the estimate of depreciation .at replacement cost, whereas 
the actual annual allowances only come to 72 per cent. (It is, perhaps, of interest 
to note that total allowances — including initial and investment allowances — 
exceeded the C.S.O. estimates for depreciation at replacement cost.) 
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6. The next table shows how the figure of company profits is affected by these 
different definitions of depreciation. 



Company trading profits 



£m. 





1950 


1951 


1952 


1953 


1954 


1955 


1956 


Total 

1950- 

56 


1. Gross trading profits 

2. Trading profits, net 

of adjusted annual 


2,131 


2,489 


2,195 


2,323 


2,603 


2,922 


3,039 


17,702 


allowances 

3. Trading profits, net of 


1,849 


2,182 


1,838 


1,949 


2,169 


2,439 


2,495 


14,921 


capital consumption 


1,802 


2,113 


1,779 


1,868 


2,104 


2,355 


2,424 


14,445 



7. The different ways of estimating depreciation do not make much difference 
to the figures of net company profits: if the estimates of depreciation at historical 
cost are used (that is, the adjusted annual allowances) net profits come out about 
3 per cent higher than if estimates of depreciation at replacement cost are used 
(that is, C.S.O. figures of capital consumption). This is true both for the whole 
period 1950-56 and for 1956 alone. 

8. If net company profits are expressed as a percentage of the total of profit 
and employment incomes in the company sector, on either definition of depre- 
ciation they come out at roughly a quarter. This also is true both of 1956 and 
of the whole period 1950-56. 

Company sector: income from employment and net trading profits 





1950-56 


Per cent 


1956 


Per cent 


1. Income from employment 

2. Trading profits, less adjusted annual 

allowances 

3. 2, as per cent of 1-1-2 

4. Trading profits, less capital consumption 

5. 4, as per cent of H-4 


39,566 

14,921 

14,445 


27-4 

26-7 


7,246 

2.495 

2,424 


25-6 

25-1 



9. If “ stock appreciation ” is also deducted from trading profits, this reduces 
the percentages given in the table above by 1.5 for 1950-56 and by 0*8 for 
1956 alone. 
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